The aim of this paper is to identify tax changes during the recent financial crisis across EU-13 member states. The recent financial and fiscal crises have changed taxation trends in a large number of EU member states. The member states have been hit differently by the crisis depending mostly on the different degree of macroeconomic imbalances in the economy. Therefore policy responses varied among them and were strongly connected with macroeconomic and fiscal conditions. The tax systems in the EU-13 are transparent, neutral, and straightforward, though not necessarily efficient. In terms of the tax structure, most EU-15 member states raise roughly equal shares of tax revenues from direct taxes, indirect taxes, and social contributions, while the EU-13 member states often display a substantially lower share of direct taxes in total tax revenues. The paper includes theoretical background, comparison of present differences among the taxation systems of the EU-13 member states, and advantages and disadvantages of different types of taxes.
INTRODUCTION
In this paper we discuss and analyse the tax changes of the EU-13 member states during the recent financial crisis.
Among the EU states there are numerous differences related to tax structure and tax burden per capita resulting with different roles of tax policies in fiscal systems of EU states. Those differences are particularly evident between "old" (EU-15) and "new" (EU-13) member states. Tax systems of the EU-15 member states are older, more inert, stabile, but relatively complex and comprehensive. On the contrary, the tax systems of the EU-13 member states are younger and generally much simpler, but not necessarily more efficient. In terms of the tax structure, most EU-15 member states raise roughly equal shares of tax revenues from direct taxes, indirect taxes, and social contributions, while the EU-13 member states often display a substantially lower share of direct taxes in total tax revenues.
Different characteristics of the tax systems resulted with different tax policy responses and reform measures taken in order to mitigate the effects of the recession on government budgets. This chapter provides an in depth comparative analysis of tax policy measures taken in the period of recession.
In order to precisely define those differences we will take into consideration reforms taken in three major tax forms (personal and corporate income tax) and value added tax as well as other relevant measures related to tax policy.
The remainder of the chapter is organized as follows. Section 2 summarizes the extant literature on the determinants of tax policy in the EU; Section 3 presents comparative evidence on taxation trends in the EU-13 member states. Section 4 gives some concluding recommendations.
THEORETICAL BASICS
The recent financial crisis has put once again tax policy in the limelight. So the role of the fiscal policy has been rethinking by many authors. Feldstein (2009) argues that good tax policy can contribute to ending the recession and Auerbach (2012) presents arguments which confirm that fiscal policy may be especially effective in recession.
According to the dominant view higher taxes on top personal incomes, corporate income and wealth are detrimental to growth and employment. But the issue of tax cuts or tax increases is very politically charged, and connected with the role of government and different views about inequality. The new financial crisis made these inequalities worse in innumerable ways, beyond the higher unemployment, lost homes, stagnating wages (Stiglitz, 2012: 3) .
We can expected that tax changes aimed to progressive taxation of tax payers with bigger ability to pay will led to more equity and tax justice, although such measures can also easily led to another unwanted outcome; tax avoidance and tax evasion. Because the top income earners are usually not happy with such tax justice and will use all available mechanisms of pressure authorities to lower their tax burden. Alvaredo et al. (2013) consider in their work the growing bargaining power of top income earners. Piketty et al. (2011) develop a model, in order to compute the optimal marginal tax rate, which integrates a supply side effects (real behavioral adjustments), a tax avoidance effect and a compensation bargaining effect.
Empirical studies about effects of tax or fiscal policy on growth and economic recovery are few. Kneller et al. (1999) suggest that the mix between income taxes and consumption taxes can affect long-run growth. Recent theory from Arnold et al. (2011) demonstrates that economic growth can be increased if the tax base is gradually moved towards consumption and immovable property 1 . It must be noted that they also conclude that growth can be enhanced if the design of income taxes is improved. Gemmel et al. (2011) examine fiscal policy impacts on growth in 1 By immovable property is especially meant residential property.
Tax changes in the EU-13 during the recent financial crisis 141 OECD countries and suggest that positive growth effects associated with productive public expenditure changes have often been approximately counteracted by tax changes with negative effects.
Also it must be mentioned the standard argument against the progressive income taxation which is if taxpayer knows that more working hours and more effort results with bigger taxis he will substitute work with leisure. However some authors have some doubts and remarks about their implementation in real life such as Corneo (2005: 17) . He argues that substitution effect is only relevant as long as a person's working potential is not exhausted.
Studies which examine the determinants and economic outcomes of large fiscal adjustments are many, e.g. Alesina and Perotti (1995) , Giavazzi, Jappelli, and Pagano (2000) , Mountford and Uhlig (2008) , Romer and Romer (2010) , Alesina and Ardagna (2013) . We use Romer and Romer (2010) paper on the impact of tax changes on economic activity as a starting point of our investigation because they manage to measure effects of tax changes, which is extremely complicated. Tax changes can occur for many reasons and some of them are legislative 2 and some occurring automatically 3 . It is also very difficult to isolate factors that give rise to tax changes from other developments in economy.
ANALYSIS OF TAX CHANGES IN THE EU-13 MEMBER STATES DURING THE CRISIS
Having in sight the fact that the financial crises has influenced tax systems of the EU-13 member states with the differing intensity, the EU-13 member states have applied varying tax reform measures to cope with the consequences of the crises. Although the measures used in certain states were quite extensive and encroached all possible spheres of tax systems, we are dealing with those conducted in the system of personal income tax (PIT), corporate income tax (CIT) and value added tax (VAT). Policymakers were primarily concerned with the effects of tax changes on revenues in the observed period (2008) (2009) (2010) (2011) (2012) . Of course most tax changes are induced to promote growth and as response to reductions in spending. Romer and Romer (2010) suggest that tax changes have very large effects on output.
Within three major tax forms both tax increases and tax cuts have been introduced over the observed period, and in some cases that happened even in the same tax form. Furthermore, base-narrowing measures have been most common for PIT and CIT, because the member states are not limited in those tax forms as for instance in partly harmonized EU taxes such as VAT or excise duties.
Some EU-13 economies have adopted a flat tax rate system and collect less revenue from direct taxes, because of lower direct tax rates. 4 While the overall tax levels are lower in the EU-13 member states, this may not apply to labor taxation, since in Hungary and the Czech Republic implicit tax rates are well above the EU average. Croatia, which gained accession to the European Union in 2013, shares some above mentioned characteristics of other EU-13 tax systems, but has some idiosyncrasies. One of them is the large share of consumption taxes in total taxes and tax treatment of capital income which is in general a little more favorable than in other transition countries. In addition, tax systems in the EU-13 are relatively unstable as these economies made very frequentaly tax changes (Table 1) . As for the personal income tax, one of the most common types of measure was the direct support of household purchasing power by reductions in the PIT. This was mostly achieved through increases in allowances rather than cuts in rates because this measure has larger impact on low-income households. In few countries PIT rates were increased but only for the categories of high incomes (Table 2) . In the case of VAT in most countries standard tax rates were increased but in some countries base narrowing measures were introduced 5 . Implications of the measures that increased standard VAT rates have larger positive impact on revenue collection than base narrowing measures (Table 3) . Due to a crisis several governments introduced measures with an explicit end date, in order to encourage spending by consumers and businesses in the short term. In Lithuania in 2007 proportional PIT rate was 27%, while in 2008 it decreased to 24%. In 2009 PIT rate was further decreased to 15%, except the dividend income which was taxable at the rate of 20%. In 2011 capital gains accomplished from the real estate sales bought after 1 January 2011 and kept for at least five years before the sale, were exempted from the taxation. Furthermore, since the beginning of 2012 individuals pay 1% tax on the immovable property whose value is greater than 1 million Euro. In 2008, CIT rate was 15% and in 2009 it increased to 20%. In 2008 VAT rate was 18% with two reduced rates, 9% and 5%. More serious changes occurred in 2009 when VAT rate increased to 19% and the reduced rates were abolished. Since September 2009 VAT rate is 21%.
In Malta PIT rates differ for: (1) married couples who optioned for joint assessment; (2) singles or married couples who optioned for separate computation. In 2008 PIT rates for the first group varied from 0% to 35%; 0% for the income of 11.400 Euro; 15% for the income between 11.401 and 20.500 Euro; 25% for the income between 20.501 and 28.000 Euro; and 35% for the income over 28.000 Euro. For the other group rates also varied from 0% to 35%, but with different income classification; 0% on income between 8.151 and 14.000; 15% on income between 14.001 and 40.000; 25% on income between 41.001 and 19.000; and 35% on income over 19.000 Euro. In 2009 the income classes changed. For the first 144 Nika Šimurina, Dajana Barbić group classes changed to 0% from 0-11.900 Euro; 15% from 11.901-21.200; 25% from 21.201-28.700 and 35% over 28.701. For the other group classes were determined as follows; 0% from 0-8.500, 15% from 8.501-14.500; 25% from 14.501-19.500 and 35% over 19.501 Euro. In 2012 Malta introduced special income class for the parents with underage children. CIT rate in Malta is 35% and did not change during the observed period. Standard VAT rate in Malta is 18% and they also use reduced rate of 5% and 0%. In 2010 they introduced another reduced rate of 7% which applies for hotel and apartment accommodation.
In 2008 PIT rate in Poland varied from 19-40%, depending on the level of income. Since the beginning of 2009 PIT rates changed to 18% and 32%. The CIT rate in 2008 was 19% and remained the same during the observed period. Standard VAT rate in 2008 was 22%. They also used two reduced rates; 7% and 3%. In 2011 standard VAT rate increased to 23%, while the reduced rates increased to 8% and 5%. In 2008 PIT and CIT rates in Romania were 16%. In 2012 Romania introduced some changes in the taxation system but the PIT and CIT rates remained the same. Standard VAT rate was 19% and they also used reduced rate of 9%. However, in 2012 standard VAT rate increased to 24% and in addition to the reduced rate of 9%, they introduced reduced rate of 5%.
Slovakia introduced a flat tax rate of 19% on personal and corporate income in 2004. PIT and CIT rates in Slovakia did not changed in the observed period. In 2011 Slovakia increased VAT rate from 19% to 20% as a measure of reducing public debt. They also introduced a reduced rate of 10%. In 2012 there were no significant changes in their taxation system.
In 2008 Slovenia was using progressive PIT rate with rates varying from 16%-41%. In the same year, CIT rate was 22% and then in 2009 it decreased to 20%. In 2012 CIT rate decreased to 18%. Standard VAT rate in 2008 was equal to 20% and they were also using a reduced rate of 8.5%. In Cyprus in 2008 income below 19.500 Euro was exempted of PIT. PIT rates were varying from 20-25%; 20% from 19.501-28.000 Euro; 25% from 28.001-36.300 Euro. In 2010 Cyprus introduced another PIT tax rate of 30% which was used on incomes over 36.301 Euro. Furthermore, in 2008 CIT rate was 10% for the corporations and 25% for the semi-government organizations. In 2010 the CIT for the semi-government organizations was abolished. The standard VAT rate in 2008 was 15% with reduced rates of 5% and 0%. In 2010 Cyprus introduced another reduced rate of 8% which is used for taxation of provision services, taxi transport and touristic and rural bus transport. In 2012 the standard VAT rate increased to 17% while the reduced rates remained the same.
Until 2007, the Czech Republic applied progressive personal income taxation with four brackets, where the top rate was 32%. A flat tax rate of 15% was introduced in 2008. A joint tax return of married couple is not possible in the Czech Republic since then. The CIT rate was gradually reduced from 24% in 2007 to 20% in 2009. The rate for all withholding taxes is 15 %, and the reduced rate is 5%. In 2010 the CIT rate further decreased to 19%. In 2008 standard VAT rate was 19% and the reduced rate was 9%. In 2010 VAT rates increased, the standard rate increased to 20% and the reduced rate to 14% and they remained the same in the following period. starting with the first child. In 2010 Estonia cancelled the additional basic allowance for the first child. The personal income tax rate remains at 21%, and the increase of the basic allowance is suspended. The CIT rate is the same rate as the personal income rate, i.e. at 21% in 2008 and since. The standard VAT rate has been stable since 1992 at 18% and the 5% reduced rate till 2009 when the reduced VAT rate increased from 5% to 9%, narrowing of the range of goods to which the reduced rate is applicable and the standard VAT rate increased to 20 %.
As from 2007 in Hungary income up to 6.800 Euro is taxed at 18 % rate, whereas above that threshold the rate is 36%. This highest rate decreased 2 percentage points in 2006 from the previous 38%. However from 2007 onwards private persons with a combined annual income of more than 28.000 Euro must pay solidarity tax. The tax base is the portion of the income over 28.000 Euro, the tax rate is 4%. There is no basic allowance. In 2010 PIT rates decreased to 17% and 32%. On 1 January 2011 the progressive PIT system was replaced by a 16% flat rate system which applied not only to salaries but also to all categories of income subject to PIT such as sale of real estate, dividends and interests, and has been used since. Hungary has an established position as a low-tax country, given that it introduced a corporate tax rate of 18% already in 1995, further reduced to 16 % as of 2004. Under certain conditions the tax payer may use a tax rate of 10 % for the tax base of 200.000 Euro. In 2010 CIT rate increased from 16% to 19%. The 4% solidarity tax for corporations and private persons with high income was abolished. In 2011 a tax rate of 10 % is still applicable to income below a certain threshold but as of 1 July 2010 this threshold was increased from 180.000 Euro to 0.9 million Euro for the second half of 2010, and to 1.8 million Euro as of 2011. In 2008 standard VAT rate was 20% and the reduced 5%. As of 1 July 2009, the standard VAT rate was increased from 20% to 25%. In addition a reduced 18% VAT rate was introduced for dairy and bakery products. The reduced VAT rate of 18% is applicable for public accommodation services (as of 9 July 2009) and for district heating (as of 1 August 2009). As of 15 January 2010, the reduced VAT rate of 5% is applicable for district heating. In 2012 VAT rate increased further, from 25% to 27%, therefore Hungary became a country with highest VAT rate in EU.
Latvia has applied a flat rate of 25% since 1995. The non-taxable minimum of the personal income tax and the children allowances have been corrected upwards. In 2009 PIT rate decreased from 25% to 23% and the basic tax allowance for dependent persons and the disability allowances increased. In 2010 the PIT rate increased from 23% to 26%. The tax rate on individuals' business income increased from 15% to 26%. The benefit gained from the private use of a company car is included into the PIT and SSC tax base and a 15% tax to capital gains and a 10% tax to dividends and income from interests was introduced. Furthermore, Latvia introduced taxation of gifts exceeding LVL 1 000 per year, if received from persons not related to the recipient by marriage of from persons other than relatives up to the third degree and changed to the tax incentives for savings (with private pension funds, insurance companies and investment funds). From 1 January 2011 the PIT tax rate has been reduced from 26% to 25%. The tax rate on individuals' business Tax changes in the EU-13 during the recent financial crisis 147 income was reduced accordingly to 25%. A 15% tax rate is applying to capital gains and the 10% tax rate -to other income from capital (e.g. dividends, interest payments and income from pension and life insurance funds and income from disposal of growing wood or timber). Latvia has reduced its corporate income tax rate from 25% in 2001 to 22% in 2002, 19% in 2003 and 15% since 2004 . The standard VAT rate has been 18% since 1995. In 2009 the standard VAT rate increased from 18 % to 21%. Also, there was an increase in the reduced VAT rate from 5 % to 10 %. Various types of goods have been made ineligible for the reduced rate. In 2011 the standard VAT rate increased to 22%, and the reduced to 12%. In 2012 the standard VAT rate was once again changed to 21%.
Since 2008 Bulgaria applies 10% flat rate for personal income. In 2010 they introduced mortgage interest deduction for dwellings of young families. Furthermore, a reporting obligation is put on individuals to declare received/extended loans (above certain amount), which are not paid back and the current exemption for producers of unprocessed agricultural products is substituted by a tax base reduction of 60%. Also, the taxable income of seamen is decreased by 90%. In the course of the last decade, CIT in Bulgaria has become increasingly favorable to business. Starting from the 40% rate in 1995 for large enterprises, the rate was lowered almost every year to reach the 10% rate applicable as from 1 January 2007. In 2010 there was an increase of the tax rate on the gross proceeds from gambling from 10% to 15%. The lump-sum taxes on some gambling machines were also increased. The VAT system has been in place in Bulgaria since 1994 and has been amended a number of times. The standard rate is 20% and the only reduced rate is 9%. The latter applies to hotel accommodation and was increased from 7% in April 2011. PIT rate in Croatia, as well as other conditions, was changed many times. In the period 2008-2010 there were four income classes. At that time, personal allowance was 1.800 HRK. The PIT rate varied from 15% to 45%, depending on the , and the reduced rates were 10% and 0%. Entering the EU, due to the tax harmonization, Croatia replaced the 0% rate with a 5% reduced rate. Croatia increased the VAT rate twice; in 2010 from 22% to 23%, and in 2012 from 23% at 25%. Since 2012 standard VAT rate is 25%, and the reduced rates are 10% and 5%.
CONCLUSIONS
The aim of this paper was to identify tax changes during the recent financial crisis across EU-13 member states. The first step in the analysis was to identify legislated tax changes in the period 2008-2012. To do this, we simply look for tax changes in three major tax forms personal income tax, corporate income tax and value added tax. We limit ourselves to actions taken in those taxes because they generate the highest share of tax revenue in all observed countries and should provide a satisfactory insight into the importance of certain reform measures. The recent financial and fiscal crises have changed taxation trends in a large number of EU member states. It should be noted that member states have been hit differently by the crisis depending mostly on the different degree of macroeconomic imbalances ascendant in the economy. Therefore policy responses varied among them and were strongly connected with macroeconomic and fiscal conditions. Most EU-13 member states have been trying to consolidate public finance and improve their tax systems in more growth-friendly way. An interesting phenomenon is that increase in indirect taxes does not seem to be accompanied by corresponding cuts in labor taxation which would lead to reduction of labor costs.
The reforms related to CIT are primarily focused on narrowing the tax base in response to the prolonged impact of the crisis on private sector investment. Regarding to the VAT reforms we can see the increase of standard tax rates rather than a broadening of the tax base, because this measures have larger positive impact on revenue collection than base narrowing measures. We can conclude that one of the effects crisis have on tax systems is reinforcement of the trend towards higher consumption taxes.
